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Example 7. D owns and operates retail gro-
cery stores where refined oil may be pur-
chased. D also owns oil and gas producing
properties. If the sales of refined oil at each
store location constitute less than 5 percent
of the gross receipts from all sales made at
that store, D is not considered a retailer by
reason of such sales.

Example 8. Lessee E sells natural gas to les-
sor F directly from a wellhead gathering
pipelines system for F’s local agricultural
use, in transactions incidental to the acqui-
sition of a natural gas lease. The sales of
natural gas to F are not sales through a re-
tail outlet.

Example 9. Corporation W produces natural
gas, some of which it sells at retail. For pur-
poses of determining whether Corporation W
is a retailer selling gas through a retail out-
let within the meaning of § 1.613A–7(r), the
business office of Corporation W where a pur-
chaser would normally contact the corpora-
tion with respect to its sales to the pur-
chaser is considered the place at which those
sales of natural gas are made.

Example 10. G, husband, is the sole owner
and operator of a retail outlet which sells oil
and gas. H, wife, owns producing oil and gas
properties. G is not related to H for purposes
of section 613A(d).

Example 11. I, husband, and J, wife, are
community property owners of 10 percent in
value of the stock of Corporation X which is
a retailer of oil and gas. I and J are each
treated as owning 5 percent of Corporation
X. Therefore, neither I nor J qualify for the
exemption under section 613A(c).

Example 12. Corporation Y, an electing
small business corporation as defined in sec-
tion 1371 (as in effect prior to the enactment
of the subchapter S Revision Act of 1982),
owns producing oil and gas properties. K, a
retailer of oil and gas, is a 50 percent inter-
est shareholder of Corporation Y. None of
Corporation Y’s production is sold through
K. Corporation Y is eligible for percentage
depletion.

Example 13. Corporation Z, a producer of
natural gas, makes bulk sales of natural gas
to industrial users. For purposes of deter-
mining whether Corporation Z is a retailer
under § 1.613A–7(r), the bulk sales are dis-
regarded.

Example 14. L, a calendar year taxpayer, is
the owner of a producing oil property. On
September 1, 1976, L purchased a chain of
gasoline service stations. Therefore, L was a
retailer of oil and gas for the last 122 days of
1976. L’s gross income from the oil property
for the taxable year was $150x and L’s tax-
able income from the property was $30x. L is
treated as a retailer with respect to $50x of
gross income from the property ($150x × 122/
366) and $10x of taxable income from the
property ($30x × 122/366). Therefore, L is enti-
tled to percentage depletion with respect to
$100x of gross income from the property

($150x minus $50x). However, the allowable
percentage depletion is limited by the 50 per-
cent of taxable income from the property
limitation to $10x (50 percent times $20x tax-
able income ($30x minus $10x)).

Example 15. Corporation M is a partner in
Partnership MNO which is the owner of an
operating interest in a producing oil prop-
erty. Corporation P, a retailer of oil and gas,
owns 5 percent in value of the stock of Cor-
poration M. Partnership MNO sells its pro-
duction to Corporation P. Corporation M is
retailing oil through Corporation P, a relat-
ed person, because its share of the oil is
being sold on its behalf by the partnership
through a retail outlet operated by a person
related to Corporation M. Therefore, the ex-
emption under section 613A(c) does not apply
to Corporation M.

Example 16. AA and BB are beneficiaries of
a trust which is a retailer of oil and gas. AA
has an interest in the income of the trust for
AA’s lifetime which, actuarially determined,
represents more than 5 percent of the bene-
ficial interests in the trust. BB’s interest in
the trust, which entitles BB to 5 percent of
the corpus of the trust 5 years after AA’s
death, represents less than 5 percent of the
beneficial interests in the trust prior to AA’s
death and represents more than 5 percent
after AA’s death. The trust is a related per-
son of AA but not BB while AA is alive. Ac-
cordingly, during AA’s lifetime BB is not dis-
qualified from the exemption provided by
section 613A(c), but AA is.

Example 17. Assume the same facts as in
Example 16, except that AA’s interest in the
income of the trust represents 4 percent of
the beneficial interests in the trust. AA is
disqualified from the exemption provided by
section 613A(c) with respect to the income
from the trust but not with respect to in-
come from other sources.

(c) Certain refiners excluded. (1) Sec-
tion 613A(c) and § 1.613A–3 shall not
apply in the case of any taxpayer who
is a refiner as defined in paragraph (s)
of § 1.613A–7.

(2) The provisions of this paragraph
may be illustrated by the following ex-
amples:

Example 1. Corporation M owns a refinery
which has refinery runs in excess of 50,000
barrels on at least one day during the tax-
able year. Corporation M also owns a 5 per-
cent interest in Corporation N, owner of pro-
ducing oil and gas properties. None of Cor-
poration N’s production is sold to Corpora-
tion M. The exemption under section 613A(c)
does not apply to Corporation N because Cor-
poration M, a related person of Corporation
N, engages in the refining of crude oil.

Example 2. A and B are equal partners in
Partnership AB, which owns oil and gas pro-
ducing properties. A owns a refinery which
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